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Tax
Forum
The New Pension Legislation and You, the Employee
Mable W. Kitchen, CPA
Price Waterhouse & Company
Cincinnati, Ohio

What effect will the new pension legisla
tion, which has been hailed as the most
detailed piece of legislation in years, have
upon you? The legislation covers you as a
participant in your employer's retirement
plan, in your self-employed plan, or as an
employee who is not covered in any plan.
Since, as you can see, it affects all
employees, have you assessed its effects
upon you? This article is designed to help
you do just that.
I. Effects of the pension legislation on
employees covered by a pension plan
There are principally 7 benefits to be de
rived by the employee-participant in a
pension or profit-sharing plan and these
benefits are discussed below. If your plan
does not presently provide them, revi
sions will have to be made within two
years so that these benefits are available.
A. Earlier participation
Any full-time employee who is 25 years
old and who has been with the company
for at least one year must be covered
under the retirement plan. (One year of
service is defined as 1,000 hours.) How
ever, there are two exceptions to this rule.
One exception is that, if the company has
a defined benefit plan (e.g., a plan provid
ing a specified monthly benefit of $100
per month retirement income) and you
were within five years of normal retire
ment when you were employed, you can
be excluded. The reason for this rule is
that the cost of funding such benefits over
such a short period of time would be pro
hibitive if not impossible. The second ex
ception applies to plans which provide
full vesting immediately; these plans may
require three years of service before par
ticipation.
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B. Faster vesting
Employers are required to give
employees a non-forfeitable right to the
plan benefits before retirement. Once the
benefits are vested, either partially or ful
ly, the employee is entitled to receive the
vested benefits at a stipulated time if he or
she terminates. The right to the benefits
provided by employer contributions
must meet any one of three minimum
standards, which are:
1. Gradual vesting
The employee must be 25% vested at
the end of five years of credited service.
Thereafter the benefits must vest at the
rate of 5% per year for the first five years
and 10% annually for each of the next five
years.
2. Rule of 45
The employee with at least five years
of service must be 50% vested when the
sum of his or her age and service equals
45. Thereafter, vesting must be at the rate
of 10% per year. In any event the
employee must be 50% vested after 10
years of service.
3. Full vesting
The employee must be 100% vested
after 10 years of service.
Benefits attributable to the em
ployee's contribution must be im
mediately and fully vested.
Once an employee becomes eligible
to participate in a retirement plan, all his
or her years of service with the employer
must be counted. This is true even though
the employee has quit work and then re
turned. A one-year waiting period can,
however, be required after return before
pre and post break service are aggregated.
This provision will be particularly benefi
cial for those employees who take mater
nity leaves, child-rearing leaves or sab
baticals. However, those non-vested
employees who were away from the
employer longer than they previously

worked will not get credit for the previous
service.
There are two primary exceptions to the
service credit rule. Employers need not
count:
1. Service rendered before an
employee is 22 years of age,
2. Service rendered before the
employer had a plan, and
3. Service rendered which totaled less
than 1,000 hours in any one year.
Vested benefits cannot be forfeited for
any reason other than death by an
employee who has not elected a joint and
survivor annuity.
C. Guaranteed benefits through man
datory insurance
If your plan provides defined benefits
at retirement, these benefits must be in
sured through government insurance.
This enables you to receive vested ben
efits even if the plan is terminated for one
reason or another. This insurance is pro
vided through the Pension Benefit
Guaranty Corporation established within
the Labor Department and guarantees
benefits up to a limit of $750 per month for
any participant. For this coverage the plan
must pay premiums initially assessed at
the rate of $1 per plan participant if it is a
single employer plan and 50 cents for each
participant if it is a multi-employer plan.
Previously your benefits were limited to
the assets of the plan. This often resulted
in significant benefits being lost by
employees through plan terminations.
The funding of these benefits must also be
expedited in order to cover not only cur
rent costs but also a portion (1/30 or 1/40
depending upon whether it's an existing
or a new plan) of the past service liability.
D. Increase in benefit limits
For plans providing specified benefits,
the benefits may not exceed the lesser of
$75,000 or 100% of the employee's aver
age pay for the three highest consecutive

years. This limit does not apply when the
annual benefit is $10,000 or less.
The Treasury is now directed to issue
rules to facilitate the adoption of defined
benefit plans for self-employed individu
als. These plans covering self-employed
individuals will also be subject to the
overall limits mentioned above.
E. Increase in contribution limits
For plans providing specified contribu
tions (e.g., money purchase plans) the
limit is the lesser of $25,000 or 25% of the
individual's compensation in the year of
contribution. This specified dollar
amount as well as other specified dollar
amounts throughout the legislation will
be adjusted annually for cost of living in
creases.
If an individual is a participant in more
than one plan, the Act provides rules for
determining the limits in this instance.
The limitation on contributions on be
half of a self-employed person is in
creased to the lesser of 15% of earned in
come or $7,500 with a $750 minimum.
This is a significant increase over the pre
vious limitation of 10% or $2,500. As in
the past the self-employed limitations
also apply to shareholder-employees of
Subchapter S (small business) corpora
tions.
F. Simplification of taxation of plan
benefits
The rules for determining the long-term
capital gain and ordinary income ele
ments of a lump-sum distribution of plan
benefits have been simplified. The divi
sion is now a simple matter of prorating
the benefits based upon the number of
years of participation in the plan before
and after Dec. 31, 1973. The portion allo
cated to the years before 1974 is long-term
capital gain, whereas the portion allo
cated to the period subsequent to 1973 is
ordinary income. This method of division
applies not only to regular employees but
also to self-employed individuals; this
provision eliminates the discrimination
between the two. This special treatment is
available to those who have attained age
59½; there is no requirement that you
have terminated employment.
G. Earlier access to plan benefits
The elimination of the requirement that
you must terminate your employment be
fore the special benefits applicable to
lump-sum distributions become opera
tive, results in earlier accessibility to plan
benefits.
The plan administrator is required to
commence the payment of plan benefits
no later than 60 days after the plan year in
which your retirement or in which your
termination of service occurs, whichever
is later. If you terminate before retire

ment, the payment of your vested ben
efits will generally be deferred until you
reach retirement. Your plan may, how
ever, provide a de minimus rule whereby,
if the current value of your benefits is less
than $1,750, the benefits may be distrib
uted in a lump-sum at the earlier termi
nation date.
II. Effects of the pension legislation on
employees not covered by any retirement
plan
Employees who are not now covered
under a qualified retirement plan will be
able to establish an individual retirement
account (IRA) for themselves beginning
in 1975. You will be permitted to contrib
ute to your individual plan annually the
lesser of 15% of earned income of $1,500.
This contribution is tax deductible re
gardless of whether you itemize deduc
tions or not. These contributions must be
held in a trusteed or custodial account
with a bank, savings and loan or credit
union; in an annuity contract; in a life
insurance endowment contract; or in a
qualified retirement bond. The earnings
of this IRA will accumulate tax-free. You
will, however, recall that this contribu
tion ceiling is much lower than the $7,500
maximum permitted self-employed indi
viduals.
At retirement the tax treatment of the
benefits are likewise not as generous for
the IRA as for the corporate or self
employed plan. Although lump-sum
withdrawals may be made at age 59½,
these are eligible only for the five year
averaging procedure — no capital gains
treatment. If the amounts are taken out in
advance of age 59½ and you are not dis
abled at that time, you will incur a 10%
penalty tax.
The IRA is particularly advantageous in
any event since it offers you pension ben
efit portability between companies. If by
reason of termination, you receive a
lump-sum payment from the qualified
plan of your former employer, this dis
tribution, if reinvested within 60 days in a
qualifying IRA, will be tax-free. When
you get a new job, these funds may be
transferred from the IRA to the new
employer's account.
Even though your employer does have
a retirement plan, you may establish your
own IRA for receipt of contributions cov
ering the period prior to becoming eligi
ble to participate in the company plan.
Although eligible you may choose not to
join the company plan; in this event you
may continue to contribute to your own
IRA.
(Continued on page 31)
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The author views GPL statements as
being somewhere between historical cost
and current value statements. He believes
that users will be confused because GPL
statements reflect the general purchasing
power of the assets and liabilities.
Marek thinks that the statements
should reflect actual transactions, leaving
judgments regarding the purchasing
power of the dollar and actual current val
ues of assets to the individual reader. To
assist the reader in interpreting the
statements he suggests that the GNP Im
plicit Price Deflator for all years concerned
be included.
According to Marek GPL accounting
advocates claim that GPL statements are
needed to measure the amount of current
dollars necessary for capital replacement.
He notes that capital replacement deci
sions are better based on anticipated cash
flows, corporate objectives, etc., rather
than a factoring up of depreciation allow
ances. In the author's opinion the state
ment of sources and applications of funds
can be used for this purpose.
The author claims that confusion is the
result when the "equating syndrome"
(equating companies' operations through
restating financial statements) is
employed and offers two examples in
support of his view.
He believes that much is to be gained
from English accounting practices and of
fers two proposals to price-level advo
cates . He suggests that most buildings not
be depreciated because inflation in the
value of the assets offsets any arbitrary
depreciation that might be taken. This
practice would also enhance comparisons
among companies which is difficult at
present due to the use of various deprecia
tion methods. Marek further suggests that
companies should be given the option of
revaluing their assets periodically on the
basis of expert appraisals when substan
tial increases occur in the value of these
assets. In all other areas he advocates the
continued use of historical cost account
ing.
In his conclusion Marek decries the ap
parent inability of the accounting profes
sion in finding relatively simple, practical
solutions to the problems facing it. The
value of this article lies in its amplification
of some of the problems encountered in
constructing sound accounting principles
for price-level adjusted statements.

More on Women Accountants
In the interval since our short article on
women accountants more statistics have
come in from the feelers we put out to
accountancy bodies round the world.
For example, taking as a touchstone the
Scottish Institute's 3% plus of member
ship being women (actually it is above
average, always omitting the Philippine
Institute's 22%), we now compare The

James E. Armstrong
Graduate Student
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ports 66 women CA(SA)s, of whom half
are in South Africa itself, out of a total of
6,000 members.

Pauline Weetman, 1973 Gold Medallist of the
Scottish Institute, is a Lecturer in Accoun
tancy at Heriot-Watt University.

Margaret Downes is the first woman Char
tered Accountant in the UK to serve on the
Council of her Institute.
Association of Certified Accountants
with 2.8%, but 9.6%, of students (Scot
tish Institute 6%); and The Institute of
Cost and Management Accountants with
0.5% of members women.
Further afield, we were somewhat sur
prised to find that the percentage of
women among CPAs of the American In
stitute was only about 2.5% (2,500 out of
100,000 members), although there are
5,000 women CPAs in the US (the re
mainder being members of their state or
ganization only). They have their own
journal, THE WOMAN CPA. The number
of women CPAs is, however, growing
rapidly, we are told. In the Canadian In
stitute the percentage of women members
is 1.4%.
The last time we wrote on this subject
we recorded 3% of women in the mem
bership of The Australian Society of Ac
countants; The Institute of Chartered Ac
countants in Australia has only 1% but
points out that, of new members regis
tered in 1972, 4% were women, and the
figure rose to 5% in 1973-74. The total
membership of the Australian Institute is
now just under 7,000. South Africa re

*In the United Kingdom a young person can
enter the public accounting profession either
through studying at a university before going
to work for a Chartered Accountants' firm or by
being apprenticed to such a firm. The appren
tice signs a set of “Articles," i.e., the agreement
governing the apprenticeship, and thus be
comes “articled" or an “articled clerk."
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(Continued from page 23)

III. Summary and conclusions
For existing plans it will be approximately
1976 before the benefits noted under I
above, will be available to you as a matter
of right. Employers were given transition
periods within which to conform to the
new rules. Because these changes are
going to automatically make retirement
plans more costly, this fact will tend to
discourage the adoption of new plans. It
has also been predicted that many plans
currently in effect will be terminated to
avoid the added cost of administration
and benefits. At least one company has
done just that. Also, the fact that an
employee can establish an individual
plan is going to be just another good
reason for failing to adopt or for terminat
ing an existing plan. I, therefore, suggest
that you keep abreast of changes in your
present plan, or if not presently covered,
consider establishing your own plan; in
the latter case the actual cost to you is not
$1,500 but is rather $1,500 minus the taxes
you save from claiming the deduction
(e.g., if you are in a 30% tax bracket, the
net out-of-pocket cost is only $1,050).
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